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given constraints of resource, capital and time. The decision making in optimal production depend mostly 
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level of output. Rent, depreciation, research and development, marketing costs, administration costs etc. can 
ϐǤ
ǣ Disbursed for the raw materials, wages of labour, etc. which changes with 
level of production. Variable cost varies directly with the level of output.
ȋȌis the cost of producing one unit of the output and is determined as follows  
αȀǡǮǯǤ
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	ϐǤ
ȋȌǣVariable cost for producing one unit of output. As production increases, AVC 
ȋαͲȌǤ
AVC = TVC/Q, Where TVC is the total variable cost.
 	  ȋ	Ȍǣ 	         Ǥ 	  
increasing output.
	α	Ȁǡ	ϐǤ
ȋȌǣAddition made to total cost as a result of producing one additional unit of the product. 
MC = , where is change in total cost
 is change in output
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lines.
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ϐȀǤȀ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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ǦȋȌ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
V = Variable cost per unit of the product
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The margin between the actual/budgeted sales and breakeven point is termed as margin of safety. It is the 
Ǥ
ǤǤ
 α Ȃ
 α Ȃ
ȋȌαȀȗͳͲͲ
ȋȌαȀȗͳͲͲ
ǣ
ϐϐǤ
Sl.No. Fixed 
Cost
(lakhs)
Variable 
Cost
(lakhs)
Total 
Cost
(lakhs)
Price 
per ton 
(lakhs)
Volume 
of 
Output
(Qty in 
ton)
Total 
Revenue 
(lakhs)
Variable 
Cost
Fund
(lakhs)
Plant I 120 125 245 3.00 120 360 1.041
Plant II 90 135 225 3.00 100 300 1.35
ͳǣ
ȋȌ α
=
 α͸ͳǤʹͺ
ȋȌα
=
 αͶͲǤͷ͸
αȂ
 αͳʹͲȂ͸ͳǤʹͺ
 αͷͺǤ͹ʹ
ȋȌα
=
αͷͳǤͲ͸
ȋȌα
Ȁϔ
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αͳͳǤʹ͹
ʹǣ
ȋȌα
=
αͷͶǤͷͷ
ȋȌα
=
α͵͵Ǥͻ͸
αȂ
αͳͲͲȂͷͶǤͷͷ
αͶͷǤͶͷ
ȋȌα
=
αͷͶǤͷͷ
ȋȌα
=
αͳͳǤ͵ʹ

ϐǡ

value.
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